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Manufacturers go 'lean' to become more efficient
By streamlining their operations, some companies see costs drop and output rise.

May 16 2006

Despite sales of almost $100 million a year, Torrance manufacturer Pelican Products Inc.
ran its plant like a low-cost start-up: Picnic table workstations lined the factory floor.
Workers handed parts back and forth. To clear room for work, employees loaded pallets
of inventory into the parking lot each morning.

"We were founded in a garage and we still did things with a garage-type mentality, only 26
years later it was a much bigger garage," said John Padian, chief operating officer at the
maker of waterproof plastic cases and high-tech flashlights.

Pelican overhauled its production
line four years ago, implementing
"lean manufacturing” principles.
Daily working capital requirements
plummeted 70%. Productivity
soared. Annual sales hit $105
million in fiscal 2005.
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Professional audio gear maker
Anchor Audio Inc., another
decades-old Torrance garage start-
up, recently made a similar move.
Improved efficiency enabled the
company to trim its workforce by
more than half, increase production
volume by 40% and free up money
to invest in product development,
owner David Jacobs said.

less, only $3

Manufacturers that hope to thrive in
California’'s high-cost, heavily regulated business environment can learn from Anchor and
Pelican. Both companies look to trim fat from every corner of their operations, allowing
them to invest in innovation.

"To survive today you have to move faster because there is always somebody out there
trying to figure out how to make your product better, faster or cheaper," said David
Braunstein, chief executive of Torrance-based California Manufacturing Technology
Consulting, a not-for-profit organization whose clients include Anchor and Pelican.

Manufacturing is a vital piece of the state's economic health. Factory jobs have
traditionally been the ticket to the middle class for many workers. Each manufacturing job
represents three to five additional jobs in the local economy, the consulting organization
said.

But the sector is struggling, Braunstein said. Although Southern California would still be
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the nation's largest manufacturing state based on the number of manufacturing jobs here,
according to the Los Angeles County Economic Development Corp., the numbers have

| declined sharply. Los Angeles County has lost 410,800 manufacturing jobs in the last 15

years.

Small and medium-sized manufacturers such as Anchor and Pelican can have an
especially tough time dealing with rising costs and overseas competition. They don't
typically have the resources of larger companies, including staff experts such as
manufacturing engineers.

That's one reason the productivity gap between small and large manufacturers has
increased, Braunstein said.

Teaching the principles of lean manufacturing, which moves a product rapidly through a
plant from start to finish to reduce excess inventory of goods and raw materials, is one of
the key programs of California Manufacturing Technology, one of 52 federally subsidized
manufacturing resource centers.

"Probably a quarter or less of the manufacturers in Southern California use it, so there is
potential for a lot more improvement," Braunstein said. He estimates the average return
on investment in the process is two to four times its cost over the first couple of years.

Privately held Pelican had been cushioned against the cost of its inefficient operations for
years, relying on a stream of new products and its high-end niche to drive sales and
protect earnings.

Even growing pressure from international competitors and the expense of doing business
in California was not strong enough to force the company to cut costs by sending its local
manufacturing jobs to cheaper markets overseas.

" 'Made in the USA' is one of our biggest selling points" and is appreciated by customers
including police departments, firefighters and the U.S. military, Padian said.

Maintaining that designation, though, has become increasingly expensive as the rising
costs of labor, healthcare, real estate and energy squeeze cash flows.

"It became pretty clear to us that we would have to become more sophisticated on the
manufacturing side," he said.

Pelican's lean manufacturing initiative enabled the company to make more products with
fewer workers. One example: It increased output by 50% on its line of popular Sabrelight
flashlights while trimming the number of workers needed to build the items by 40%.

Pelican has avoided layoffs by shifting the extra workers to new products.

"New products have probably accounted for 15% of our annual 20% growth in sales," said
David Parker, the company's founder. The 69-year-old chief executive recently sold the
business for $192.5 million to Behrman Capital of San Francisco, a private equity firm.

Today, Pelican is no longer bursting at the seams, having streamlined manufacturing and
eliminated extra inventory. A conveyer belt has replaced the picnic tables and employees
no longer have to stash overflow stock in the parking lot.

At Anchor, with the help of the manufacturing consulting group, products have been
redesigned so they can be produced faster and more cheaply.

For example, by designing its circuit boards with surface-mount technology, instead of
using wires to hold them together, the company cut the number of boards in one of its
products from three to one. That saved material, manufacturing time and testing time,
Jacobs said.

"l didn't realize how powerful lean manufacturing was," he said. "It surprised me that it
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was as dramatic a change in our cost structure as we got."

The 75-employee company, whose clients include the White House and Camp Pendleton,
has held its direct labor costs to only 7% to 8% of its total costs, said Jacobs, a former
chairman of the consulting organization.

"That's so low it doesn't allow even China to capture market share," he said.

Anchor is now working with key suppliers to streamline their manufacturing processes,
with the goal of saving money for them and itself.

"In order to survive in California it is incumbent upon us to reduce our cost structure,”
Jacobs said.

Manufacturing was one of several areas targeted to control costs. The company also
changed its distribution system by eliminating independent sales representatives in favor
of working directly with dealers. As a result, Jacobs said, costs have fallen and sales have
risen.

Pelican, too, is keeping its eye on the horizon, where it sees more foreign competition
emerging.

The latest version of the company's three-year strategic plan emphasizes manufacturing
at a continually lower cost, month over month and year over year, so it can afford to cut
prices and invest in innovation.

"We are trying to be the dog," Pelican's Padian said, "not the tail."
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